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Forced by a Corte Suprema de Justicia (CSJ) ruling that banking restrictions are illegal, the
government of Argentine President Eduardo Duhalde let the peso float freely for the first time in
more than a decade, and long lines formed at exchange houses. The CSJ decision brought to a head
a conflict among the branches of government, and Congress is holding hearings that could oust all
CSJ justices. Duhalde had not planned to allow the peso to float freely for several months, but the
Feb. 1 CSJ ruling forced his hand. The banking restrictions (corralito) had been put in place Dec. 1 by
then President Fernando de la Rua, who resigned on Dec 20 (see NotiSur, 2001-12-14, 2002-01-11).
In a decision that took both the government and society by surprise, the court voted 5-0 in favor
of plaintiffs who demanded their savings. It said the executive decree authorizing the limits was
"irrational," and virtually "annihilated" constitutional rights to private property. Duhalde held
an emergency meeting with his Cabinet chief to analyze the implications of the ruling, and he
postponed the scheduled Feb. 2 address by Economy Minister Jorge Remes Lenicov to unveil new
economic measures.
Duhalde said the CSJ decision was tantamount to blackmail by justices who have faced mounting
pressure to quit amid allegations of corruption and cronyism. He noted that the justices signed
the ruling only hours after lawmakers in the Chamber of Deputies had set up an impeachment
committee to investigate 28 complaints against them. "Regrettably, the decision they've taken is
extremely serious," said Duhalde. It "strikes a very strong blow at any chance of an orderly exit from
the financial crisis."
"The ruling is an act of absolute irresponsibility," said Sergio Acevedo, chair of the impeachment
committee (Comision de Juicio Politico) and member of the governing Partido Justicialista-peronista
(PJ). "The justices who endorsed it seek nothing more than to drag down the three branches of
government and deepen the political and social crisis that afflicts the country." The congressional
investigation could lead to the removal of all nine justices.
Since early January, thousands of Argentines have demonstrated in front of the court to demand
that the justices be removed. Each protest march ended in front of the home of one of the justices.
The CSJ is strongly associated with ex-President Carlos Saul Menem (1989-1999), who is Duhalde's
sworn political enemy. Shortly after his election in 1990, Menem maneuvered to increase the
number of justices on the CSJ from five to nine, and in the process reconfigured the court so that it
had an "automatic majority" of Menem supporters.
In July 2001, Menem was placed under house arrest in connection with the illegal sales of arms and
munitions to Croatia and Ecuador during his presidency. But in a widely criticized move, the court
freed him in November, ruling that there was insufficient evidence of a gunrunning and "illicitenrichment" conspiracy (see NotiSur, 2001-11-30).
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On Feb. 4, the committee began the hearings on the 28 charges against the justices that include
corruption, extortion, bribery, and dereliction of duty. The same day, the government decreed a sixmonth suspension of all lawsuits against the corralito.
Government adjusts following court decision

Government adjusts following court decision
The government ordered banks and foreign-exchange houses closed Feb. 4 as it adjusted its planned
economic measures. Late Feb. 3, Remes Lenicov said Argentina would fully float the peso and
partially lift the corralito. Remes Lenicov said he would present an "austerity" budget for 2002 to
Congress in the coming days, and he called on Argentines to accept more sacrifice to end a bitter,
four-year recession. "Argentina is broke," Remes Lenicov said. "There will be one foreign-exchange
market for all import and export operations," Remes Lenicov said in the televised speech. "It's clear
that floating the currency...will improve the competitiveness of the Argentine economy."
The International Monetary Fund (IMF) had harshly criticized the two-tiered exchange rate adopted
by the Duhalde administration last month, saying such a system is inherently unworkable and
vulnerable to corruption. It signaled that the dual rate must be eliminated for Argentina to receive
emergency bailout aid. The government's decision to abandon it was a major concession to the IMF.
Remes Lenicov also said all financial debts and assets would be converted from dollars into pesos,
but at differing rates that could mean big losses for banks while making the change less painful for
debtors and account holders.
Economist Claudio Lozano, with the Central de Trabajadores Argentinos (CTA), said the
government had yielded to pressure from various sectors: the IMF, exporters, large businesses, and
the banks who all wanted the free-floating peso. State-issued bonds will cover the loss in converting
dollar-denominated debt to pesos, resulting in "a transfer of income from society as a whole toward
the most powerful sectors," said Lozano. "In other words, the state is nationalizing the private-sector
debt, and we will all pay for it." Duhalde presented the 2002 budget on Feb. 5, at the same time
announcing elections in 2003. Duhalde urged the nation's 36 million people to remain calm while he
tries to mend the economy.
The budget contains some US$3.5 billion in cuts, with more than half expected to come from the
suspension of debt payments. The budget, now being debated in Congress, maintains the 13% cut
in public-sector wages and pensions imposed last year; increases spending only on emergency help
for the poor; and forecasts a fiscal deficit of 3 billion pesos, down from 10 billion pesos (then US$10
billion) last year.
The government said it expected the economy to contract by as much as 5% this year. Inflation will
rise to 15%, a figure most Wall Street analysts say could quadruple by the end of the year. Duhalde
set presidential elections for Sept. 14, 2003. Calling himself the "transition president," he reaffirmed
his intention to serve out de la Rua's term. Argentine presidents serve four-year terms, but Congress
appointed Duhalde on Jan. 2 to finish the remainder of de la Rua's term after he resigned.
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On Feb. 8, Duhalde said he had reached an agreement with provincial governors to cut some US
$500 million by reducing the size of national, provincial, and municipal governments. The plan calls
for a 25% reduction in the number of seats in those bodies along with a similar cut in the number
of staff. To further trim government expenditures, Duhalde is proposing to eliminate mid-term
congressional elections. "The plan's savings will be used for social programs," Duhalde said in a
nationally televised address.

After a decade, the peso floats
On Feb. 11, Argentines were allowed to withdraw the full amount of their monthly paychecks from
special salary accounts. They could also withdraw US$1,200 a month in pesos from savings accounts,
up from a limit of US$1,000. They can leave up to US$30,000 of their savings in dollar-denominated
bonds. Details on the interest rates and maturity of the bonds have not yet been determined. The
remaining deposits have been converted to peso-denominated certificates of deposit that are due
starting next year. Although the measures increased the amount of cash in circulation, the Central
Bank imposed a number of restrictions on currency trading, including a ban on unlicensed and
independent sellers. It said currency trades can only be made in cash, not with checks or debit cards.
And Argentines must show their identity cards when exchanging cash, a move expected to keep
away the many Argentines who owe money for taxes.
By the end of the first day, the peso was selling at about 2.03 per dollar for large transactions, giving
a psychological boost to the government. Media reports said the majority of people changing
money were selling dollars to pay overdue bills rather than dumping pesos. The peso's depreciation
the first few days was noteworthy, particularly when compared to the one-to-one parity with the
dollar in place from 1991 until Jan. 1 of this year. But the drop was far less than predicted by some
economists, who warned the dollar would surpass three pesos.
Still, the peso is worth less than half what it was before the devaluation. How the peso reacts in
the coming weeks and months will be a crucial test for whether the Duhalde administration can
steer the country through the social and financial crisis that has pushed unemployment up to 22%.
A major worry is that a falling peso will set off inflation by raising the price of imported goods,
and inflation will prompt a flight from the peso. In a sign that an inflationary cycle could be on the
horizon, union leader Rodolfo Daer said that, because workers' wages have been "pulverized" by
the devaluation of the peso, unions may start pressing for pay adjustments that keep up with rising
prices.

IMF holds back on more aid
Another key factor in Argentina's future economic health will be whether the IMF will come
through with a major loan the Duhalde administration is seeking. The government was frustrated
at the IMF's silence following presentation of the latest recovery plans. "There should have been a
stronger reply" from the IMF, said Remes Lenicov on Feb. 6. He complained of a "chicken and egg"
situation where foreign lenders demand a solid economic plan before sending aid, but the plan itself
depends upon aid guarantees. IMF officials have been saying privately that the fund is not going to
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release money in the short term because it is still not satisfied with measures the government has
taken.
The US Treasury, key to IMF help, also said Argentina still had more to do such as shoring
up troubled banks bearing much of the cost of the currency devaluation. John Taylor, the US
Treasury's undersecretary for international affairs, urged Argentina to push ahead with talks on
debt restructuring and reforms of its tax and budget systems.
Treasury Secretary Paul O'Neill said the US stood ready to help Argentina as much as possible, but
suggested that official loans were not the answer. "What we did not consider was an endless flow of
money from the rest of the world's taxpayers," he said.
In Ottawa on Feb. 9, world finance ministers signaled they would not support fresh aid for Argentina
until its government developed a realistic way to contain social unrest and stem financial panic.
Several G-8 ministers said Duhalde's government had not yet adequately addressed budgetary
problems or come up with viable plans for restructuring its foreign debt and its banking system.
"We've been very supportive of the steps Argentina has taken," said Canadian Finance Minister
Paul Martin, who chaired the two-day meeting of financial ministers and central bankers. "But we
believe it's very important that Argentina work closely with the IMF in order to bring about a plan
that will be sustainable."
Remes Lenicov left for Washington Feb. 10 to meet with top IMF and US government officials, and
Duhalde called IMF managing director Horst Koehler to promise that Argentina would adopt a
"sustainable" economic plan, as the fund has called for. Remes Lenicov returned Feb. 13, saying he
was encouraged, but with no money.

-- End --
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